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Some  Evolutionary  Developments  in  Life  Insurance. 


The  subject  assigned  to  me,  of  Life  Insurance,  is  too  broad, 
and  I  take  the  liberty  of  confining  myself  to  an  informal  discussion 
of  a  few  phases  of  it.  You  will  be  relieved  to  know  at  once 
that  I  shall  omit  statistics  and  mathematical  demonstrations.  Nor 
shall  I  venture  to  instruct:  I  would  if  possible  rather  entertain 
by  leading  you  into  certain  by-ways  of  insurance  thought.  I 
assume  your  general  acquaintance  with  Life  Insurance  as  you 
see  it  practiced,  and  shall  consider  not  so  much  what  it  is  as 
what  started  it  and  by  what  processes  it  developed.  Evolution 
has  played  here  its  usual  part.  The  science  itself,  the  companies, 
the  contracts,  the  agency  operations  of  to-day,  are  all  matters  of 
gradual  consecutive  growth.  They  are  best  understood  and  their 
future  best  foreseen  if  we  know  from  what  seeds  they  have 
sprung. 

No  mere  recital  of  figures  and  facts  can  do  this,  and  time 
lets  me  merely  hint  at  the  story  of  Life  Insurance.  Rightly 
told,  it  would  be  not  a  treatise  but  a  romance,  a  series  of  pictures 
full  of  color,  a  brilliant  brocade  in  which  jewels  scintillate,  a 
tapestry  in  which  lordly  figures  hunt  or  battle.  To  review  it 
would  be  to  enter  the  world’s  most  dramatic  eras;  the  men  to 
figure  in  it  are  not  obscure  but  the  most  picturesque  of  their 
times,  leaders  of  thought  and  action;  Roman  praetors,  mediaeval 
banker-princes,  steel-clad  Spanish  captains,  fur-robed  Dutch 
burghers,  Jewish  usurers  in  gabardines,  thrifty  English  mer¬ 
chants,  royal  astronomers,  statesmen,  philanthropists,  modern 
executives  who  think  in  millions.  Mingled  with  the  story  would 
be  the  tarry  smell  of  London  docks,  the  murmur  of  Boards  of 
Trade,  the  heavy  oratory  of  Parliamentary  speeches  on  the 
Public  Debt;  we  would  see  cut-throats  dispose  of  men  insured 
by  gamblers,  watch  bubble  companies  burst  and  panics  spread. 
And  all  this  to  know  a  little  more  of  a  business  which  to-day 
is  eminently  staid,  respectable  and  law-abiding,  and  seldom 
suspected  of  kinship  with  the  romantic.  Our  attention  is  so 
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generally  called  to  modern  manifestations  of  Life  Insurance, 
that  we  regard  it  as  altogether  new.  It  has  taken  two  thousand 
years  to  develop  it.  To  appreciate  this  development  we  must 
know  history,  for  it  starts  with  the  matured  power  of  the  Roman 
Republic  and  follows  the  Empire’s  wonderful  system  of  juris¬ 
prudence;  passes  through  the  long  terrors  of  Holland’s  wars, 
the  reconstruction  under  England’s  last  revolution,  and  in  the 
past  century  is  an  epitome  of  the  progress  of  the  United  States. 
It  represents  historical  extremes.  Its  nomenclature  betrays  its 
remote  origin,  as  you  see  from  such  Latin  words  as  insurance, 
premium,  annuity,  policy,  contract,  interest,  reserve.  Its  prac¬ 
tice  is  intensely  modern.  It  is  intimately  interwoven  with  world- 
movements  of  the  highest  order,  nor  is  there  any  exaggeration 
in  saying  that  in  its  growth  it  has  helped  human  liberty  and 
civilization. 

This  long  preamble  is  not  without  purpose.  It  aims  to 
brush  away  some  widespread  misconceptions.  We  think  of  Life 
Insurance  as  being  dry  as  dust;  a  dull  prosaic  matter  of  formulae 
and  bespectacled  actuaries  and  insistent  agents  and  periodic 
drains  upon  our  pocketbooks.  It  is  a  popular  mystery.  There 
is  no  commodity  or  security  so  widely  bought,  about  which  the 
purchasers  know  so  little  as  Life  Insurance;  nor  is  there  any 
business  or  profession  whose  followers  study  it  so  superficially; 
and  this  mystery  and  ignorance  are  exasperating  because  need¬ 
less.  If  most  of  us  were  asked  how  Life  Insurance  originated 
we  would  answer  that  it  was  either  as  a  scheme  for  money¬ 
making  or  a  deliberately  worked  out  plan  for  securing  indemnity 
at  death.  Nothing  of  the  sort;  it  simply  grew  by  natural 
methods  out  of  a  strange  variety  of  origins.  It  began  in  legis¬ 
lation  about  wills,  developed  because  of  the  emptiness  of  State 
exchequers  after  devastating  wars,  and  its  science  starts  with 
gambling  experiments  upon  the  Laws  of  Chance. 

ORIGIN  OF  LIFE  INSURANCE. 

Let  us  now  examine  briefly  some  of  the  processes  by  which 
from  such  curious  beginnings  it  happened  that  by  what  seems 
an  anomaly  Life  Insurance  became  what  it  is  to-day.  Let  us 
see  what  made  it  slow  in  starting,  what  suggested  it,  what  forces 
combined  to  perfect  it. 

All  insurance  is  alike  in  being  a  remedy  against  losses  that 
are  certain  or  possible.  It  is  a  device  for  distributing  among 
a  community  the  losses  of  a  few  people  so  that  what  would 
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crush  the  individual  will  be  felt  lightly  by  the  many.  No  form 
of  insurance  is  desired  or  is  possible  among  any  but  civilized 
nations,  for  the  very  idea  pre-supposes  forethought  and  fra¬ 
ternal  co-operation;  and  nothing  becomes  the  object  of  insurance 
until  it  assumes  a  definite  economic  value  or  until  the  hazard  is 
so  recognized  that  men  are  willing  to  pay  a  small  certain  sum 
lest  they  lose  perhaps  a  large  sum.  In  certain  particulars  Life 
Insurance  is  like  other  branches,  but  it  differs  from  all  others 
in  one  feature,  it  deals  not  with  the  possible  or  probable  but 
with  the  certain.  A  house  may  burn,  a  ship  may  sink,  an 
accident  may  cripple,  a  trust  may  be  betrayed ;  but  death,  some 
time  or  other  is  sure  to  come.  The  uncertainty,  the  problem, 
is  not  will  it  come,  but  when.  A  life  insurance  contract  en¬ 
tered  into  and  kept  in  force  long  enough  will  certainly  become 
a  claim  in  full.  Now  from  this  certainty  springs  the  exactness 
of  the  science  of  Life  Insurance.  Other  lines  of  underwriting 
call  for  judgment;  for  good  guessing,  if  you  will;  and  they  are 
subject  to  radical  changes  from  time  to  time.  One  decade  calls 
for  different  fire  rates  from  the  preceding  decade,  now  requiring 
high  rates,  now  permitting  a  reduction ;  but  Life  Insurance  alone 
keeps  a  steady  course.  It  dares  not  deviate  from  the  rules  of 
its  mortality  tables;  it  acts  not  so  much  by  what  it  thinks  as  by 
what  it  knows.  To  know,  to  determine  what  are  the  cold  facts, 
what  are  the  vital  laws,  is  the  constant  effort  of  Life  Insurance. 
But  these  laws  are  so  complex,  they  are  made  up  of  so  many 
obscure  factors  that  only  in  comparatively  recent  years  have 
they  begun  to  emerge  from  scientific  guessing  into  a  more  and 
more  stable  generalization. 

The  inherent  difficulties  just  outlined  were  not  the  only 
things  which  delayed  the  issuing  of  life  insurance.  There  was 
no  demand  for  it. 

The  ancient  world  did  not  concern  itself  with  the  economic 
loss  caused  by  death.  Life  was  cheap.  Death,  and  early  death 
at  that,  was  the  commonest  of  accepted  facts.  Incessant  wars, 
frequent  pestilences,  lack  of  sanitation  allowed  few  men  to  reach 
advanced  age.  No  wonder  old  men  were  then  venerated ;  they 
were  curios.  There  was  no  Red  Cross  corps  in  battle  then;  the 
wounded  died  and  there  were  few  prisoners.  The  average 
length  of  life  in  the  16th  century  was  18  to  20  years;  it  is  now 
between  40  and  50;  it  is  twice  what  it  was  even  a  century  ago. 
Moreover  in  ancient  times  few  men  produced  wealth  or  had  a 
measurable  money  value.  More  men  destroyed  than  built  up. 
Wants  were  simple;  wives  and  children  were  often  the  wealth- 
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producers,  and  the  death  of  the  warrior-husband  was  felt  more 
as  a  loss  of  defense  than  as  a  loss  of  income.  No  demand  for 
Life  Insurance  could  arise  until  these  conditions  changed.  Nor 
was  the  loss  by  fire  in  ancient  times  so  common  as  to  suggest 
indemnity;  houses  were  stone  or  clay,  and  fire  was  little  used. 
Therefore  it  naturally  happened  that  the  first  insurance  effected 
should  be  in  connection  with  a  hazard  that  was  frequent  and 
terrifying  and  where  the  loss  was  complete  and  readily  calcula¬ 
ble  as  to  amount.  That  was  marine  insurance.  Demosthenes 
tells  how  Greek  merchants  going  on  a  voyage  would  borrow  a 
sum  of  money  which  was  not  to  be  repaid  if  the  ship  were  lost, 
but  was  to  be  repaid  with  a  large  additional  sum  if  the  ship 
came  back  in  safety.  This  additional  sum,  partly  interest,  was 
also  partly  premium.  The  nearest  approach  to  Life  Insurance 
among  the  ancients  was  in  various  Roman  Collegia,  like  that 
of  Diana  and  Antinous,  which  provided  funeral  expenses  only 
for  their  members. 

The  origin  of  Life  Insurance  was  different  from  that  of 
Marine.  It  started  not  with  demand  for  protection  but  with 
its  direct  antithesis,  the  annuity.  Roughly  speaking,  Life  In¬ 
surance  is  a  contract  to  pay  a  certain  sum  at  death;  an  annuity 
agrees  to  pay  a  certain  income  for  life  (or  a  fixed  term  of  years) 
and  nothing  at  death.  Annuities  were  1600  years  old  before 
the  first  life  policy  was  written.  Yet  from  them  life  insurance 
developed  directly,  though  by  no  means  entirely.  It  is  a  freakish 
growth,  this  of  one  thing  from  its  converse.  Let  me  outline  it, 
as  one  of  the  Curiosities  of  Finance. 


ORIGIN  OF  ANNUITIES. 

The  wealth  of  Rome  gave  rise  to  a  highly  organized  system 
of  laws  affecting  property.  The  Senate  concluded  that  men 
were  abusing  the  right  to  bequeath  estates  to  certain  beneficiaries, 
and  so  passed  the  Falcidian  Law.  This  forbade  a  testator’s 
giving  more  than  three-fourths  of  his  property  in  specific  lega¬ 
cies,  so  that  in  consequence  at  least  one-fourth  had  to  go  to  his 
legal  representatives.  Now  if  a  man  left  a  certain  life  estate 
to  his  wife  it  was  necessary,  in  order  to  find  whether  the  law 
was  complied  with,  to  determine  what  was  the  immediate  value 
of  the  incomes,  the  annuities,  which  the  wife  would  presumably 
enjoy.  The  new  thing  was  not  the  annuity  but  the  need  to  say 
what  was  its  value.  To  fix  this  was  at  first  pure  guess  work. 
They  would  say,  without  any  reference  to  age,  that  it  was  worth 
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some  seven,  eight,  or  ten  incomes.  Later,  by  the  rule  of  Aemi- 
lius  Macer  they  assumed  that  anyone  aged  30  had  a  good  chance 
to  live  to  age  60,  and  no  one  lived  beyond  that.  Interest  was 
not  taken  into  consideration. 

About  225  A.  D.  the  great  praetorian  prefect  and  jurist, 
Ulpian,  whose  work  makes  one-third  of  Justinian’s  Digest,  im¬ 
proved  this  crude  system  of  valuation  by  tables  of  mortality. 
Then  for  eleven  centuries  there  was  little  progress  and  the 
matter  is  almost  lost  in  the  gloom  of  the  Dark  Ages.  By  the 
14th  century  annuities  had  developed  into  a  common  and  re¬ 
cognized  method  of  investment.  Here  and  there  we  find  in¬ 
dividuals  or  Gilds  purchasing  them;  or  a  town  would  borrow 
money  by  paying  double  interest  while  the  lender  lived,  but  never 
repaying  the  principal.  Thus  at  the  end  of  the  13th  century 
Lubeck  shows  numerous  contracts  on  a  fixed  ratio  of  1  :io 
Nuremberg,  1:9  without  regard  to  age;  thus  they  received 
about  10  per  cent,  a  year  for  the  life  of  the  annuitant.  On 
the  contrary  age  was  considered  by  Hanover,  Nordhausen, 
Augsburg  and  Breslau,  which  received  a  ratio  of  from  1  in  4 
to  1  in  10  according  to  age.  The  statement  is  often  made  that 
annuities  were  invented  simply  to  avoid  the  stringent  laws 
against  usury;  but  though  these  laws  doubtless  increased  the 
use  of  the  annuity,  “the  contract  was  already  in  existence  be¬ 
fore  the  endeavor  was  really  seriously  made  to  enforce  its  pro¬ 
hibition.” 

And  now  Holland  comes  into  the  story.  She  fought  her 
wars  with  Philip  and  his  successors ;  the  bloodiest,  longest 
struggle  for  liberty  that  the  world  ever  knew,  the  precursor  of 
England’s  Revolutions  and  a  most  potent  help  to  our  own 
American  liberty  of  to-day.  Dutch  commerce  had  diminished, 
but  survived.  Its  people  were  frugal  and  its  burghers  shrewd. 
With  the  continuance  of  war  and  the  growing  scarcity  of  money, 
nothing  could  tempt  the  hoardings  out  of  cellars  and  hidden 
vaults  but  annuities.  They  evidence  a  canny  form  of  patriotism. 
To  a  certain  extent  annuities  helped  to  drive  the  armies  of 
Spain  from  the  Low  Countries.  For  any  such  help,  all  honor 
to  them!  When  the  wars  were  over  and  Holland  reorganized 
her  finances,  her  fiscal  system  was  based  upon  annuities ;  nor 
is  that  unique,  because  the  systems  of  both  France  and  England 
are  to-day  so  based,  Consols  and  Rentes  being  nothing  but 
perpetual  annuities.  In  1671  Jan  de  Witt,  Grand  Pensioner, 
undertook  to  determine  what  annuities  the  State  of  Holland 
could  safely  pay,  and  he  is  the  first  man  who  attempted  to  de- 
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termine  by  mathematical  principles  what  was  the  value  of  a 
life  annuity.  His  assumed  limit  of  life  was  80. 

ANNUITIES  IN  ENGLAND. 

A  further  change  took  place.  Annuities  proved  good  in¬ 
vestments.  Men  lived  longer  than  expected,  and  those  who 
risked  money  on  them  (themselves  or  others)  were  pleased. 
Dutch  bankers  with  money  to  invest  bought  annuities  on  their 
own  lives,  then  on  the  lives  of  their  families,  and  finally  on 
outsiders.  They  hunted  for  young,  healthy  people.  They  even 
went  to  England  for  good  cases.  They  found  women  longer- 
lived  than  men,  and  the  English  peasant  woman  longest-lived 
of  all.  As  an  eminent  British  jurist  long  after  said,  “Women 
annuitants  may  wither  but  they  never  die.”  To-day  annuitants 
live  longer  than  insured  people,  and  women  annuitants  longest 
of  all. 

The  Dutch  idea  spread  to  England.  When  a  Prince  of 
Orange  became  William  III.  he  brought  his  country’s  financial 
methods  with  him.  The  Bank  of  England  shows  the  effects  of  it, 
and  in  many  Governmental  Annuity  schemes  England  proved  by 
the  loss  of  millions  of  pounds  that  to  be  liberal  in  selling  annuities 
is  a  dangerous  thing.  These  transactions  grew  popular  between 
individuals;  one  purchasings,  the  other  selling  the  annuity.  But 
the  premature  death  of  the  annuitants  proved  such  a  disturber 
of  the  security  that  some  men  undertook  to  hedge.  The  annui¬ 
tant  who  had  sunk  a  thousand  pounds  on  his  own  life  or  thac 
of  some  third  party  saw  that  this  life  was  worth  a  thousand 
pounds.  He  then  made  a  contract  with  perhaps  another  party 
who  would  agree  to  pay  a  thousand  pounds  when  death  should 
wipe  out  this  property.  And  so  at  last  the  economic  value  of 
life  was  distinctly  and  accurately  recognized. 

DEMAND  FOR  INSURANCE. 

This  is  in  brief  one  of  the  processes  of  the  birth  of  Life 
Insurance.  An  eminent  actuary  to  whom  I  am  indebted  for 
some  of  the  above  ideas,  but  whose  historical  references  contain 
obvious  inaccuracies,  assigns  to  annuities  the  controlling  part 
in  this  development.  My  own  opinion  is  that  this  is  hardly 
fair,  because  a  life  contract  was  issued  in  London  nearly  a 
hundred  years  before  de  Witt  and  his  table.  Annuities  were 
certainly,  however,  one  of  the  several  main  causes.  I  give  the 
sketch  at  so  much  length  because  no  one  can  quite  catch  the 
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spirit  of  Life  Insurance  without  appreciating  the  human  interest 
attaching  to  annuities;  and  in  the  second  place  Life  Insurance 
formulae  are  based  upon  them.  To  find  what  charge  must 
be  paid  for  insurance  we  must  first  know  the  value  of  the 
corresponding  annuity  on  that  life.  Again,  as  every  reader 
knows,  literature  is  full  of  annuity  references.  The  most  pathetic 
passage  in  English  prose  fiction  is  where  Thackeray  tells  of 
Colonel  Newcome’s  death.  That  gallant  gentleman  would  never 
have  uttered  his  “Adsum”  in  poverty  had  he  not  sold  his  annuity. 
And  still  another  reason  has  led  me  to  treat  thus  of  annuities 
because  by  a  most  curious  evolution  Life  Insurance  which  origi¬ 
nated  in  annuities  is  now  swinging  back  to  them.  The  circle  has 
turned  to  its  point  of  beginning.  The  tendency  of  to-day  is 
steadily  towards  policies  providing  for  the  payment  at  death 
of  some  form  or  other  of  annuities  instead  of  a  lump  sum  of 
money. 

But  at  the  same  time  that  annuities  were  coming  into 
favor,  it  is  certain  that  men  were  also,  from  reasons  quite  in¬ 
dependent,  groping  after  life  insurance.  Other  lines  had  grown 
common.  Marine  insurance  was  written  in  Belgium  about  the 
year  1300,  and  is  spoken  of  in  the  time  of  Elizabeth  as  a 
generally  recognized  precaution.  The  fire  of  London  in  1666 
was  the  prime  stimulus  to  fire  insurance.  The  first  record  of 
a  life  insurance  contract,  so  far  as  I  know,  is  of  one  made  in 
1583,  by  which  several  London  citizens  insured  a  man  named 
Gibson  for  nearly  $2000.  The  rate  was  8  per  cent.,  about  $160, 
for  one  year  only.  It  was  issued  early  in  June,  and  late  in  May 
of  the  following  year  the  insured  died.  The  insurers  promptly 
refused  to  pay,  upon  the  ground  that  Gibson  had  survived  12 
lunar  months;  but  a  stern  court  compelled  payment.  This  was 
a  sporadic  case.  The  times  were  not  ready. 


MORTALITY  TABLES. 

There  could  be  no  system  without  mortality  tables.  And 
these,  it  should  be  noted,  were  not  originally  compiled  to  make 
insurance  possible,  but  for  a  variety  of  reasons,  among  these 
being  the  prevalence  of  card  playing,  the  study  of  pure  chance 
and  then  the  study  of  the  chance  of  life  and  death.  These 
tables  were  first  taken  from  public  records,  the  earliest  being 
those  of  births,  deaths  and  marriages  in  Geneva,  Switzerland, 
continuous  to  date  from  1549.  It  was  Breslau,  in  Silesia,  how¬ 
ever,  whose  records  formed  the  basis  of  all  early  life  insurance, 
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because  they  alone  showed  the  ages  of  the  dead.  From  these, 

Halley,  the  eminent  English  astronomer,  constructed  in  1693  the 
Breslau  Table  of  Mortality.  This  was  in  a  few  years  followed 
by  the  first  association  for  life  insurance:  “The  Society  of 
Assurance  for  Widows  and  Orphans.”  Other  concerns  followed ; 
entrance  fees  were  charged,  promoters  made  money  out  of  them, 
the  plans  were  faulty,  speculation  was  common,  and  many  in¬ 
surance  funds  passed  into  the  colossal  failures  of  the  South  Sea 
Company  and  the  Mississippi  Bubble.  Some  fifty  life  insurance 
schemes  failed.  They  generally  gave  insurance  for  only  one 
year  at  a  time,  the  premiums  were  not  graded  according  to  age, 
and  no  adequate  sinking  fund  was  provided.  It  was  not  till  r 

1762  that  these  defects  were  remedied,  and  the  Equitable  of 
London  started.  It  is  still  in  existence,  largely  due  to  the  fact 
that,  not  knowing  what  it  ought  to  charge,  it  guessed  on  the  * 

safe  side,  and  charged  too  much,  its  mortality  proving  less  by 
one-third  than  anticipated.  Since  then  there  has  been  a  steady 
progress  in  the  collection  of  vital  statistics,  first  from  cities, 
then  from  the  experience  of  companies,  until  now  rates  are 
made  from  tables  based  upon  actual  experience  with  selected 
lives  chosen  from  selected  occupations.  I  shall  not  attempt  to 
describe  these  tables  or  the  method  of  calculating  rates,  but  let 
me  assure  you  that  the  elementary  rates  at  least  are  not  the 
formidable  matter  they  are  usually  supposed  to  be.  We  find 
that  out  of  100,000  people  of  a  given  age  so  many  die  in  a  year. 

Nothing  could  be  simpler  than  to  say  how  much  each  one  of 
this  100,000  must  pay  to  give  $1000  insurance  for  each  one  who 
dies.  Each  year  the  cost  increases.  So  the  simplest  scientific 
policy  would  be  one  requiring  a  steadily  increasing  charge  up  to 
age  95,  when  the  rate  would  be  $970.87  per  $1000.  This  would 
be  yearly  term  insurance.  In  other  words  a  whole  life  policy 
is  a  term  policy  for  life.  But  this  plan  of  increasing  cost  suits 
few  people.  Therefore  the  actuaries  commute  these  increasing 
charges  into  a  level  rate,  lasting  for  life.  The  charge  is  thus 
at  first  more  than  necessary  and  the  overcharge  accumulates ; 
after  certain  years  the  losses  equal  the  charge;  and  after  that 
the  losses  exceed  the  charge  and  finally  consume  the  accumu¬ 
lated  overpayments.  That  is  an  ordinary  life  policy.  From  it 
follows  the  limited  payment,  which  is  only  a  further  commuta¬ 
tion  into  say  20  payments  of  the  equivalent  life-long  payments. 

The  endowment  is  not  calculated  as  usually  supposed,  but  is 
singularly  like  certain  chemical  compounds  in  being  quite  differ¬ 
ent  in  appearance  from  either  constituent,  as  when  two  gases 


II 


form  water.  Consider  a  policy  paying  $1000  if  you  die,  noth¬ 
ing  if  you  live  20  years ;  you  would  not  be  attracted  by  it : 
consider  another  policy  paying  nothing  if  you  die  within  20 
years,  $1000  if  you  live;  you  would  not  buy  it  at  any  price. 
Combine  these,  however,  and  the  result  is  a  20  Year  Endowment, 
one  of  the  best  and  most  popular  policies. 

INTEREST. 

The  development  of  the  interest  factor  is  worth  noting. 
As  I  have  already  mentioned,  early  calculations  did  not  include 
interest.  The  premium  rates  were  therefore  often  needlessly 
high.  If  we  assume  that  for  safety  more  is  to  be  charged  in 
early  years  than  is  then  necessary  for  death  losses,  and  if  these 
overpayments  are  to  be  invested  against  the  time  when  they 
will  certainly  become  a  claim,  we  must  allow  for  compound 
interest;  for  by  so  much  we  can  reduce  our  rates.  Here  the 
early  assumptions  as  to  what  percentage  of  interest  would  be 
earned  were  too  high,  4 y2  or  more.  The  growth  of  funds,  the 
resulting  difficulty  of  placing  them,  the  drop  in  interest  rates, 
have  all  combined  to  make  the  prevailing  rates  assumed  3^4  or 
3  per  cent.  And  when  we  speak  of  a  3  per  cent.  Reserve 
Company  we  mean  one  which  if  it  earns  3  per  cent,  upon 
its  investments,  will  meet  all  its  obligations  at  maturity.  Its 
Reserve  equals  the  present  discounted  value  of  all  its  contracts. 

And  because  of  the  interest  element  (please  note  that  I  am 
following  the  operation  of  causes)  and  because  of  the  over¬ 
charge  for  safety  we  have  dividends  so-called.  A  company 
saves  on  its  mortality,  saves  on  its  expense  loading,  and  earns 
more  than  its  reserve  requirement.  The  first  two  sources  are 
fairly  constant  under  fixed  management;  their  variation  is  negli¬ 
gible  compared  with  the  possibilities  of  variation  in  interest;  for 
interest  rates  move  by  great  laws  in  long  uncontrollable  swings 
of  a  pendulum  from  high  to  low  and  high  again.  And  as  under 
certain  contracts  a  policy  issued  now  may  not  be  entirely  paid 
out  for  100  years,  the  item  of  compound  interest  is  of  profound 
importance,  not  only  in  reference  to  dividends  but  as  to  security, 
and  the  supreme  effort  of  insurance  adminstration  is  to  obtain 
stability  of  investment  yield. 

LIFE  INSURANCE  IN  THE  UNITED  STATES. 

It  took  Europe  to  originate  life  insurance,  and  the  United 
States  to  develop  it.  Our  rapid  growth  in  population  and  wealth 
made  this  possible;  and  we  are  an  impulsive  people,  we  rate  our 
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value  highly,  and  optimism  is  the  great  buyer  of  life  insurance. 

The  system  has  proved  peculiarly  adapted  to  the  development 
of  natural  resources.  It  has  been  our  great  bank  of  savings,  a 
reservoir  for  capital  that  has  aided  all  sorts  of  worthy  enter¬ 
prises.  Europe  and  Japan  carry  12  billions  of  all  life  insur¬ 
ance;  the  United  States  over  25  billions,  including  assessment. 

In  1905  there  were  in  this  country  112  regular  companies;  in 
1913,  250,  with  19  billions  in  force.  These  have  assets  of  4^ 
billions,  and  distribute  i/io  of  them  yearly  to  policy  holders. 

And  still  we  are  under-insured.  Probably  82  per  cent,  of  our 

combustible  property  is  insured  against  fire ;  but  only  7  per 

cent,  of  the  estimated  value  of  American  lives  is  covered.  Yet  r 

it  is  not  inconsistent  to  say  we  have  too  many  companies,  128  of 

them  report  a  volume  less  than  6  millions  each.  Many  must 

fail  or  combine  with  stronger  ones;  and  here  again  evolutionary  * 

elimination  must  operate.  Meanwhile  legislation  hampers  the 

strong  companies.  It  says  “Life  Insurance  is  a  good  thing,  but 

you  must  not  have  too  much  of  it.”  And  the  strong  companies, 

limited  in  volume,  take  the  highly  preferred  risks,  and  decline 

thousands  of  border-line  cases  who  need  insurance,  and  whose 

need  is  of  deep  economic  concern  to  the  State.  All  revolutions 

go  too  far.  Reaction  as  to  this  feature  has  begun. 

THE  CONTRACT. 

In  the  contract  of  to-day  every  word  has  its  history.  Many 
have  been  necessitated  by  crimes;  for  the  story  of  insurance  is 
the  story  of  the  frauds  against  it.  Some  features  grew  out  of 
competition,  some  from  legislation.  Life  Insurance  has  felt  its 
way  along,  finding  here  danger,  there  a  preventive ;  here  obstacles, 
there  help;  adapting  itself  to  popular  needs  and  fancies,  making 
errors  and  correcting  them.  There  has  been  incessant  struggle 
between  safety  and  attractive  liberality.  The  net  result  to-day 
as  to  Cash  and  Loan  Values  errs  on  the  liberal  side.  $587,000,000 
is  loaned  in  this  country  upon  policies.  This  is  a  menace,  is 
being  recognized  and  will  be  curbed  by  increasing  the  interest 
charge  and  requiring  longer  notice. 

In  a  book  which  I  had  not  seen  until  after  this  article  was  4 

nearly  written,  I  find  the  following: 

“The  last  word  in  the  Evolution  of  the  Policy  is  that  in  its 
beginning  the  gambler  was  the  man  who  took  it,  and  that  now 
the  gambler  is  the  man  who  refuses  it.” 

This  exactly  expresses  the  general  tendency.  The  com¬ 
panies  seem  to  have  but  one  aim  now :  to  give  the  public  what 
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it  wants,  and  as  much  as  can  by  any  possibility  be  given  without 
danger.  For  example  the  disability  clause,  (under  which  the 
policy  is  paid-up  or  even  matures  upon  physical  disability), 
originating  in  Germany,  and  scarcely  known  here  ten  years  ago, 
is  now  becoming  general  and  offers  statistics  of  its  own.  An¬ 
other  development  is  clearness  of  contract.  But  there  is  no 
development  more  curious  than  that  strange  circle  of  evolution 
already  alluded  to  by  which  policies  are  being  sold  because  of 
their  annuity  yields  of  various  kinds.  This  comes  from  the 
appalling  losses  by  widows  of  insurance  monies  paid  to  them. 
Some  one  well  says: 

“Give  a  woman  $50,000,  and  she  will  be  poor  before 
she  dies. 

Give  her  $2,000  a  year,  and  she’ll  be  out  of  money  be¬ 
fore  the  year  ends. 

But  give  her  $100  a  month,  in  advance,  and  she  knows 
just  what  to  do  with  it.” 


THE  AGENT. 


There  is,  to  my  mind,  no  evolution  in  Life  Insurance  more 
interesting  than  that  of  the  agent.  For  a  long  while  after  the 
business  started  he  did  not  exist.  He  appears  then  either  as 
the  zealous  expounder  of  a  philanthropic  theory  or  as  the  im¬ 
pecunious  solicitor  or  both.  Life  Insurance  was  once  the  last 
resort  of  the  chronic  failure;  and  it  was  simply  ideal  for  the 
crook.  With  the  old  mad  racing  after  business,  with  unlimited 
opportunities  for  mixing  guarantees  and  estimates,  with  every 
encouragement  to  deceive  by  shuffling  obscure  policies,  and  with 
a  payment  for  service  according  to  volume  and  not  in  the  least 
according  to  quality,  it  is  no  wonder  that  the  genus  developed 
many  undesirable  species.  The  agent  is  good  now  because  he 
has  to  be,  and  because  it  pays.  But  not  to  speak  cynically,  the 
agent  of  to-day  is  the  survival  of  the  best.  Take  the  successful 
agents  now  in  this  country,  they  are  picked  men,  educated,  hard 
workers,  well  trained;  honest  men,  ambitious,  sincerely  desirous 
of  serving  their  clients.  The  legislation  of  recent  years  makes 
the  compensation  of  sub-agents  higher  and  surer  than  formerly; 
the  general  agent  is  underpaid  for  his  capital  and  administrative 
work.  They  all  consult  more  than  formerly  the  interests  of  the 
insured.  And  partly  because  they  have  had  to  fight  together 
against  extinction  and  so  become  friends,  and  partly  because  an 
age  of  fraud  has  been  followed  by  an  age  of  honesty,  the 
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rivalry  between  agents  of  different  companies  has  greatly  dimin¬ 
ished.  The  old-style  bigot  is  out  of  date.  Nor  is  this  change 
confined  to  the  status  existing  among  life  agents  alone.  There 
is  a  growing  tendency  to  mingle  in  other  insurance  lines  than 
life.  There  is,  quite  properly,  an  inherent  propensity  for  men 
in  any  given  line  of  insurance  to  consider  that  one  the  greatest 
of  all  and  to  look  down  upon  other  lines.  But,  beginning  some 
nine  years  ago,  many  life  salesmen  were  tempted  into  casualty, 
and  fire  and  liability,  and  they  keep  it  up.  For  myself,  I  favor 
this.  I  value  concentration  and  specialization,  but  I  am  not 
with  those  who  scorn  other  lines  than  life  and  seek  to  prohibit 
general  brokers  from  entering  Life  Insurance.  The  objectors 
cannot  stem  the  current;  it  is  too  strong.  Out  of  agitation  and 
publicity  and  general  economic  conditions,  and,  here  in  New 
York,  out  of  certain  metropolitan  conditions,  the  mingling  of 
agents,  the  alliance  of  different  branches  of  insurance,  has  come 
to  stay  and  to  develop  still  more  broadly;  and  as  I  meet  this 
Society  and  respect  its  fraternal  aims,  I  for  one  am  glad  that 
among  the  many  evolutions  of  the  profession  this  one  also  has 
taken  place  and  in  my  own  generation.  We  life  insurance  men, 
who  boast  of  the  superior  position  of  our  business  as  being 
the  pursuit  of  a  mathematical  science  of  venerable  antiquity, 
know  little  of  either  the  science  or  its  history;  and  we  meet 
none  of  the  complex  every-day  problems  of  the  men  who  upon 
their  individual  judgment  alone  must  make  rates  involving  large 
capital.  What  we  should  do  is  to  study  more  and,  if  you 
permit  us,  practice  more  the  work  you  are  engaged  in.  And 
we  ought  to  invite  you  most  cordially  to  help  us  in  our  own 
work.  For  we  believe  it  to  be  the  work  of  high  aims  and  real 
results.  We  believe,  that  as  one  writer  says,  Life  Insurance 
“has  done  more  than  all  gifts  of  impulsive  charity  to  foster  a 
sense  of  human  brotherhood  and  of  common  interests.  It  has 
done  more  than  all  repressive  legislation  to  destroy  the  gambling 
spirit.”  We  like  the  sentiment  which  differentiates  life  insur¬ 
ance.  We  like  the  human  element  of  the  hazard  and  the  play 
we  must  make  upon  hearts.  We  think  it  all  calls  for  good 
qualities  and  develops  character.  And  when  any  such  features 
of  our  work  tempt  men  from  other  insurance  lines  to  give  it 
incidental  attention,  we  life  insurance  men  ought  to  be  and 
are  ready  to  offer  you  a  most  hearty  welcome. 


